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cc Docket No. 92·135

COMMENTS OF MCI TELECOMMUNICAnoNS CORPORATION

Pursuant to the Commission's Notice of PropQIed Rulemaking (NPRM), released

July 17, 1992 in the above referenced matter,1 Met T~nications Corporation

(MCI) hereby submits comments on the proposed regulatory reform for Local Exchange

Carriers (LECs) subject to rate of return regulation.

In this NPRM, the Commission has propoeed an optional incentive regulation pUtn

for any non-price cap LEC that also does not p&1icipate in any NECA pool. The

proposed optional incentive plan incIud8a~ tariff periods, greater reliance on

historical costs, broader earnings barld8 and greater pricing flexibility. The Commission

requests comment on certain specific issues contained in the proposed incentive

regulatory plan. MCI will herein provide ita comment8 on some of these issues.

In the Matter of Regutatory Reform for l.oc8I &ctw1ge camera Subject to Rate of Return
Regulation, Notice of Proposed RuIemaking, CC Docket No. 12-135, rala.led July 17, 1~ (Notice),



·2·

I. Introduction

The Commission has proposed to incorpor_ pricing flexibility into the incentive

plan through a basket and service category ay8t8m IimiIar to price caps. It has

proposed common line, traffic l8fl8itive and special aooeu baskets with categories of

service within each basket. Further, the Comrniuion haa proposed that carriers be

permitted to adjust rates within each category by no more ttwl 10 percent, up or down,

during an extended two year tariff period. Mel submits, that absent certain modifications,

this incentive regulatory structure wiU not full the Convni8sion goals of fostering

economic efficiency and wiD provide the small LECs with unwarranted and excessive

pricing flexibility.

u. A L8rge Portion of the LEe Revenu.. Would RemaIn Uncapped

The Commission has tentatively concluded that it ahouId introduce regulatory.

reforms 1'0 correct the efficiency disinc8ntivea that traditional, cost-plus regulation

introduces.u2 The Commission hal chosen as a starting point of this incentive regulatory

plan a cap on the prices for common Nne, traffic MnIitive and special access services.

However, this wiU not accompJish the Comrniuion'. goal to correct the efficiency

disincentives that are caused by traditional, cost.plua r8g'1Iation. This is because a large

portion of the small LEC's revenues wW remain oocapped.

As can be seen in attactment 1, some of theM small LECs receive more than one

third of their total revenue from the Universal Service Fund (USF). However, the

2 !Q!t.. f 3.
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Cornmi88ion'. incentive regulation plan.. not ....... major revenue source of

the so called, small LEOs. As long .. thia major .-..we IOUI'C8 remains uncapped 8lld

is permitted to continue out of control, the smallLECI wi have little incentive to control

their common line costa and incr... eIidency a-.- .mng shortfalls could simply

be made up through USF increases. Therefore, In order for the Commission's incentive

regulatory plan to acoompIiIh its goal of promoting economic efficiency, USF revenues

should be accounted for and capped. By capping USF revenues, LECs which receive

USF subsidies would stUI receive the funds they receive today, but they would also be

motivated to control theM costs or cover 8l'f tIdditionIII coats in service from growth in

traffic or seek relief through exogenous C08t I'YlOCMcationa to their common line incentive

reguJatory basket.

III. The Commission'. PropONI WouIcI "... .... LEC8 with Greater Pricing
Flexibility than LEe. Receive UnderPrice Ca..

The Commission proposes that incentive regulatory LEOs be permitted to adjust

rates within each service category by no more ttwl10 percent, up or down, during the

proposed two year tariff period. MCI is not overly concerned at this time with the

extension of the small LECs' tariff fiUng requirement from one year to two years provided

that appropriate sharing provisions are established to refund any overearnings. Mel is

concerned with the 10 percent service band pricing flexibility provided to small LECs

under the proposed incentive regulatory plan.

Under Price Caps, LEOs are provided with pricing tIexibIity of 5 percent per year
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within each service band.' A 10 perc:ent bi«lnuIII pricli1g d18nge limit may seem to be

the same 88 an annual 5 percent pricing ImIt. ~, I II not. The maximum initial

impact of a rate change iI different.

It currently tak... Price Cap LEC • minInun 01 one~ to change the overall

rates of a service by 10 percent. Under the ConwnIIIion current incentive reguJation

proposal, a small LEC could make • 10 percent d1ange in the price of a service all at

once. This, obviously, is an additional threat to potentiIII and existing competition and an

increase in pricing flexibility • compared to the Price Cap plan. There is no reason for

small LECs to have any more pricing ftexiblity Ulder the incentive regulation plan than

is offered to other LECs. Therefore, the maxi1un pricing flexibility which should be

offered under the incentive regulation plan should be no more than the pricing flexibility

available under current price caps. This need not ca.-e conftict with the Commission's

goal to reduce the administrative burdens by reducing ling requirements from an annual

basis to a biannual basis. The CorTvniaaion could limit the incentive regulation LECs'

pricing flexibility to 5 percent per year with • cumulative impact up to a maximum of 10

percent over the two year filing period.

3 47 C.F.R. Part 61.47(e).
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IV. Conelualon

Ab••nt certain rnodIiclltGN, the CGmmIIlhan'. propG.ed incentive regulatory

structure wUI not fulfil the Commission goaIa d foItering economic efficiency and will

provide the small LECs with unwarranted Met ...Iive pricing flexibility. Therefore, the

Commission should modify Ita propoeed incentlve regulatory structure for small LECs as

described in these Convnenta.

CORPORATION

Dated: August 28, 1992



ATTACIlME.T 1

COMItIENTI or
IICI TELECOMMUNICAnONS CORPORAnON

CC DOCKET 12..135

LM wwr CADJEI mAl .-.L
LCIIIIIW WlITEiUiTI~LE!:':::II=_=-:c:iIihiiY:::=::,:::-------I1&Iil""3~
ELiZAIETII TELEPIIONE CClMPMY IIIC 2._••
DOIa TILIHCIIE co. 5.411....
PEIIAICD VAlLEY TEL. COONIATlW IIIC. 4.m. tS1
CE.nay TELINCINE CClt'NfY IIIC. 2......
WlITE... MEW ..XICO TEL. CO•• IIIC. '."7.D1
MT-.A TELEPHONE ASIOC •• IIIC. D._.'"
CLEVELAI&I CTY TEL. CO. 2.161....
HOME TflEPllONE aJMPAIIIY- OLIW IUNCII '.1'16.441
IIOTTAWATCIMIE TELEPHONE co. 4._.•
ALLTEL CllCLAIICIMA. INC. 11.SR.7JI
..ID·RIVEn TEL. COClPERATlW IIIC. .,m.4J9
CE.rlAl LCIIISIANA TELEPHONE COMPANY 12.216.3'1
UNITED TELEPHONE ASSN. IIIC. 5.'''._
MOUNTAI. STATE TELEPHONE co. 15.162.110
E......R. TEL COOP. IIIC.·"" 20.764._
ClTlZEa UTILITIES UAL CDlWtY IIIC. 35._••
!lAPPY VAlLEY TELEPIIOIIE CClMPMY 5.471....
ARCTIC aOPE TEL. ASIOCIATIOM COOP.IIIC. 3."''''
THE ..-..oM TELEPIlOIlE CClMPMY 13,640._
PUlLIC ..VICE TELEPIIClIII co. 7.JIll."6
lAY ..1_ TELEPHONE CCIIPNfY IIIC. 1.312.770
OICLAIICIIA CCIIUlICATlOII IYITEMI IIIC. 11.m.",
IIORTIIUIT FLORIDA TEL. CO•• IIIC. 5.]61.497
IIITERIOR TELEPIKlIIE COMPANY IIIC. 5,1'S6.50'
MCLOUD TELIHOIlE CO. 1.742.'"
WILKES TELEPHONE MeNI. COIP. 4,041._
EAITEX TELEPHONE COOPERATIVE IIIC. 17.126."2
lLAClCFOOT TEL. COOPERATIVI IIIC. 5."'.'14
AlLTEL FLORIDA INC. 46.'".125
COLORADO VALLEY TELEPHONE CO-OP. IIIC. 4.406._
ALLTEL ..ISSOURI INC. ".541~

CADDOU TELEPHONE CQMPAIIIY '.'".'',
RAIIGE TEL. COOP INC.·..T 5.31'.'"
OIClAIIClMA ALLTEL. INC. 11.W.7JI
PlAIIIT TELEPHONE CCltPAIIIY 6.m••
CITIZEa UTILITIES CO. Of CALIF. 97.021.062
TAYLOR TEL. CO·OP•• INC. 5,OH.1D
CITIZENS TELEPIIOIIE CCltPANY • IIC 1.757.160
ALLTEL ALABMA 13....411
ALLTEL ..ISSISSIPPI INC. 6.1~6Of

VALLEY TELEPHONE COOPERATIVE IIIC-AZ 4. _ ••
RURAL TEL. SERVICE CO •• IIIC. 7.046.741
COASTAl TELEPIIONE & ELECTIONICI lXIIt'. 7.,".914
ALLTEL GEOIGIA INC. 29.131.272
SIERIA TELEJttOI£ eatPANY. IIIC. 21.509._
CAME... TEL. CO.- LA 9,721._
CENTURY TELEPHONE Of ARKNfSAS. IIIC. 9.J4J,06f
MONROEVILLE TELEPHONE COMPANY 9.272."0
EVANGELINE TELEPIKlIIE CClt'ANY 22._.14'

.., AS PERCE.T
• IDIM... Of TOTAL
,~ 36.&".3" 36.021'."'.167 35.111
1,120,495 35.571
••_ 32.971

5.1••_ 31.221
'.766,610 26.33161','" 24.261
1.trz.J" 22.451
1.041.646 22.28X
2.541.611 22.101
1.122.a6t 21.911
2....,161 21.721

111.... 21.221
2.906.513 20.9714._.935 20.561
7.0".. 19.701
1.02'.134 11.761

".145 11.75'
2••'._ 11.751
1.416.710 11.65'
1.541.513 18.611
2.117,... 18.SIX

914,'" 11.35'
1.016,'" 17.14'
...Ut 16.971
_.151 16.93'

2.....510 16.91'
"'.751 16.901

7."7.016 16.86X
7Jt."3 16.791

2.611.969 15.901
1.117.164 15.1JX

m.076 15.671
1.117.551 15.501
",.m 15.371

14.112.725 15.291
742,J56 14.6911._,_ 14.64'

2.011.9'9 14.611ISI._ 13.96X665._ 13._
975.627 13.15'

1,812,126 13.75'
3._.011 13.34'
2.114.427 13.04'
1.259.540 12.96X
1.1".. 12.54'
1.142.111 12.321
2.743.667 12.281

Source: Statistics of the Local E..... Cerriers 1991. fer tM y..,. 1990. IISTA. IIoveIIber 1991.
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I have read the foregoing, and to the beat 01 my krQrAldge. information. and belief
there is good ground to support it, and that it is not .interpoMd for delay. I verify under
penalty of perjury that the foregoing is true and correct. Executed on August 28, 1992.
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",...aw,. Regulatory Analysis
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Washington, DC 20554

Ann Stevens**
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